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I. INTRODUCTION

This matter comes before the Public Service Commission of South Carolina (the

"Commission") on the Application of United Utility Companies, Inc. ("UUCI" or "the

Company") for an increase in rates and charges for the provision of water and sewer

services and modifications to certain terms and conditions for the provision of water and

sewer service, which was filed November 17, 2009. UUCI is a National Association of

Regulatory Utility Commissioners ("NARUC") Class C water and a Class B wastewater

utility. UUCI's service area includes portions of Anderson, Cherokee, Greenville,

Greenwood, Spartanburg, and Union counties. UUCI provides water supply and

distribution services to 97 single-family equivalent units. Per the Company's application,

wastewater collection and treatment services are provided to 1,657 residential and

commercial customers.

The Application was filed pursuant to S.C. Code Ann. § 58-5-240 (Supp. 2009)

and 26 S.C. Code Ann. Regs. 103-512.4.A and 103-712.4.A (1976, as amended). By
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letter datedNovember24, 2009,the Commission'sClerk's Office instructedUUCI to

publisha preparedNotice of Filing, onetime, in newspapersof generalcirculationin the

areaaffectedby UUCI's Application. The Notice of Filing describedthe natureof the

Application and advisedall interestedpersonsdesiring to participatein the scheduled

proceedingsof the mannerandtime in which to file appropriatepleadingsfor inclusionin

the proceedingsasa party of record. In the sameletter, the Commissionalsoinstructed

UUCI to notify directly, by U.S. Mail, eachcustomeraffectedby the Application by

mailing each customera copy of the Notice of Filing. UUCI filed an Affidavit of

PublicationdemonstratingthattheNotice of Filing hadbeenduly publishedandprovided

a letter certifying that it complied with the instructionsof the Commission'sClerk's

Office to mail acopyof theNoticeof Filing to all customers.

North Greenville University ("NGU" or "Intervenor") timely filed a Petition to

Intervene in this matter. Ms. Janet P. Marks of 358 Fairwood Blvd.,

Union, SC 29379, intervenedpro se, but later at the hearing held on March 23, 2010,

decided to withdraw her intervention. (Tr. 5 at 300). Pursuant to S.C. Code Ann. § 58-4-

10(B)(Supp. 2009), the South Carolina Office of Regulatory Staff ("ORS") is a party of

record in this proceeding.

The Commission appointed B. Randall Dong, Esquire, as Hearing Officer in

Order No. 2010-123 to dispose of procedural and evidentiary matters. The Company

filed a Motion to Strike portions of NGU's Petition to Intervene on January 25, 2010. In

his ruling dated March 4, 2010, Hearing Officer Dong granted the motion to strike

paragraphs 5, 7, and 8, as the contract-based allegations are barred by res judicata, and
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NGU hasexpresslyabandonedanyeffort to seekrelief on the basisof anyargumentsit

mayhavewith regardto thetermsof its contractwith theCompany. TheCompanyfiled

a Motion to Strikeportionsof Dr. JamesEpting's testimonyon March 3, 2010, on the

basisthattheyalsoconstituteaneffort by NGU to re-litigatepreviouslyrejectedcontract-

basedclaims. HearingOfficer Dong ruled that in light of NGU's expressdisclaimerof

any re-litigation of the prior contract-basedclaims, it was unnecessaryto strike any

portionof Dr. Epting's pre-filedtestimonyat thetime.

TheCommissionheldfour local publichearingsin thismatterat therequestof the

customersof UUCI. The CommissionissuedOrderNos. 2010-32,2010-80,2010-118

and 2010-180granting requestsfor local public hearingsand orderedthe Commission

Staff to set public hearingsin Greenvillel, Piedmont,Gaffney, and Anderson,South

Carolina. Under theseOrders,public hearingswere setand noticedby the Commission,

and the Company provided affidavits certifying that it had provided notice to its

customersvia U.S.Mail of thedate,time, andlocationof the local public hearings.The

Commissionreceivedpublic commentfrom customersof the Companyat thesefour

publichearings.

At eachlocal publichearing,the Companyrequestedacontinuingobjectionto the

admissionof anycustomertestimonyconsistingof unsubstantiatedcomplaintsregarding

customerservice,quality of service,or customerrelationsissues. Counselfor UUCI

arguedagainstreceipt and relianceupontestimony that is not substantiatedby dataor

scientific criteria. The Companycited Patton v. Public Service Commission, 280 S.C.

i The hearing for Greenville, South Carolina was held in Simpsonville, South Carolina at Hillcrest High
School.
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288,312 S.E.2d257 (1984),theorderof the Courtof CommonPleasin Tega Cay Water

Service, Inc. v. S.C.P.S.C., C/A No. 97-CP-40-0923, September 25, 1998, and the

Commission's Order No. 1999-191, Docket No. 96-137-WS, dated March 16, 1999, in

support of its objection. ORS and NGU opposed the Company's objection on the basis

that the purpose of the local public hearings is to obtain information from the customers

as to the quality of service being rendered and to identify any issues of concern that are

related to the instant Application. ORS requested that the Commission require the

Company to identify the speaker and the portion of the customer testimony in the hearing

transcript that is subject to the Company's continuing objection as well as the basis for

the Company's objection. The Commission did not issue a ruling on the continuing

objection during the local public hearings but, as requested by the Company, withheld its

ruling. On April 8, 2010, the Company filed a letter objecting to the admission of certain

portions of the testimony of witnesses Conover, Wyatt, Stamoulis, Bailey, Kassab,

Odom, Kindig, and Marion and to the admission of Exhibits 2(A)-2(I), 4(A), 4(B), 5, and

11.

Between the filing of the Company's Application and the date of the hearing,

ORS made on-site investigations of UUCI's facilities, examined UUCI's books and

records, and gathered detailed information concerning UUCI's operations.

On March 23, 2010, and March 24, 2010, a hearing concerning the matters

asserted in UUCI's Application was held in the Commission's hearing room located at

Synergy Business Park, 101 Executive Center Drive, Saluda Building, Columbia, SC.

The Commission, with Chairman Fleming presiding, heard the matter of UUCI's
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Application. JohnM. S.Hoefer,Esquire,andBenjaminP.Mustian,Esquire,represented

UUCI. NanetteS. Edwards,Esquire,representedthe Office of RegulatoryStaff. Duke

K. McCall Jr.,Esquire,andWilliam H. Jordan,Esquire,representedNGU. DavidButler,

Esquire,servedaslegal counselto theCommission.

At the outset of the hearing, the Commission heard testimony from public

witnesses.A total of five public witnessestestifiedat the hearing. UUCI presentedthe

testimonyof PaulineM. Ahem (Principalof AUS Consultants),BruceT. Haas(Regional

Directorof Operationsfor United Utility Companies,Inc.), LenaGeorgiev(Managerof

Regulatory Affairs at Utilities, Inc.2), John D. Williams (Director of Governmental

Affairs of Utilities, Inc.), andStevenM. Lubertozzi(Directorof RegulatoryAccounting

at Utilities, Inc.). Additionally, the CompanypresentedMs. Karen Sasic(Managerof

CustomerService)asa rebuttalwitnessto thetestimonythe Commissionreceivedfrom

customersof UUCI.

NGU presented the direct and surrebuttal testimony of Dr. James Epting

(President,NorthGreenvilleUniversity).

ORS presentedthe testimonyof Dr. DouglasH. Carlisle regardinghis opinion

concerninga fair rateof returnon equity("ROE") of UUCI andthedirectandsurrebuttal

testimonyof Christina A. Stutzand Willie J. Morgan. Ms. Stutz testified concerning

ORS's examinationsof the Application and UUCI's books and records,aswell asthe

subsequentaccountingandpro forma adjustmentsrecommendedby ORS. Mr. Morgan's

directand surrebuttaltestimonyfocusedon UUCI's compliancewith Commissionrules

2 UUCI is a subsidiary of Utilities, Inc.
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and regulations, ORS's business audit of UUCI's water and wastewater systems, test-year

and proposed revenue, and performance bond requirements.

If. UUCI OBJECTION TO CUSTOMER TESTIMONY

The Commission heard from the public at four local public hearings. At the first

public hearing on February 23, 2010, UUCI raised an objection to the Commission

receiving and relying upon customer testimony, documents, and related exhibits

"consisting of unsubstantiated complaints regarding customer service, quality of service,

or customer relation issues." The Company renewed this objection at the hearings on

February 25, 2010, March 2, 2010, and March 8, 2010. (Tr. 1 at 8-9; Tr. 2 at 112-113;

Tr. 3 at 215-216; and Tr. 4 at 238-239). As the basis for its objection, UUCI claims such

testimony is not substantiated by data or scientific criteria as required by law and cannot

be admitted and relied upon. In support of these arguments, UUCI cites Patton v. Public

Service Commission, 280 S.C. 288, 312 S.E.2d 257 (1984), the Order in the Court of

Common Pleas in Tega Cay Water Service v. S.C.P.S.C., C/A No. 97-CP-40-0923

(September 25, 1998), and the Commission's Order No. 1999-191 in Application of Tega

Cay Water Service, Inc., Docket No. 96-137-WS.

However, these cases do not support uucrs general argument that the

Commission has denied the Company due process, nor do the cases stand for the

proposition that the Commission's complaint process was unlawfully circumvented when

the Commission heard public testimony regarding customer service complaints. The

Company's objection is overruled. The Company had the opportunity to file responses to

its customers' testimony, and it did so. UUCI Letter (April 8, 2010); see also Haas Direct
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Testimony. (Tr. 5 at 467;Tr. 6 at 822;Tr. 6 at 758). In addition,the Companyhadthe

opportunityto cross-examinewitnessesandtook advantageof that opportunity. (Tr. 1at

21,42, 52, 77, 85, 95, 51,65, 76; Tr. 2 at 128,136,158;Tr. 3 at 220,225,227;Tr. 4 at

248,251,280).

The Commissionorderedeveningpublic hearingsheld in this caseto providea

forum at a time and place convenientfor customersto addressmattersrelatedto the

Company's Application for a rate increase.Nothing in the Commission'sstatutory

authority or regulations indicates that the customercomplaint-filing processis the

exclusivevehicle for raisingissuesregardinga company'squality of service.See26S.C.

CodeAnn. Regs.103-824(Supp.2009).

ORS assertedthat the challenged customer testimony is admissible for the

purposesof the local public hearings. (Tr. 1 at 9-10;Tr. 2 at 112-113;Tr. 3 at 216-217;

Tr. 4 at 240). ORS alsoarguesthat the casescitedby UUCI fail to supportits grounds

for objection. Id. In addition, ORS requestedthat UUCI submit letters to the

Commission specifying objectionableopinions of public testimony and the specific

reasonsfor its opposition.

The Commissionholdsthat public testimonyand exhibits may beadmittedinto

therecordof theseproceedings.Thecasescitedby UUCI merelystandfor theprinciple

that,while customerserviceis a factorto be consideredin determininga reasonablerate

of returnin a rateproceeding,a reductionin ratesbasedon poor quality of servicemust

be supportedby substantialevidencein the record,must not be confiscatory,and must

remainwithin a fair and reasonablerange. Patton,280 S.C.at 293, 312 S.E.2dat 260
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("the Commissionmust beallowed the discretionof imposingreasonablerequirements

on its jurisdictional utilities to insurethatadequateandproperservicewill be renderedto

thecustomersof theutility companies.")

III. JURISDICTION

By statute,the Commissionis vestedwith jurisdiction to superviseand regulate

the ratesand serviceof every public utility in this State,togetherwith the duty, after

hearing, to ascertain and fix such just and reasonablestandards,classifications,

regulations,practices,and measurementsof serviceto be furnished,imposed,observed

and followed by everypublic utility in this State. S.C.CodeAnn. § 58-5-210(1976).

S.C.CodeAnn. §58-5-290(1976)veststheCommissionwith theauthorityto changethe

ratesof a "public utility" wheneverthe Commissionfinds, after hearing,that suchrates

are "unjust,unreasonable,noncompensatory,inadequate,discriminatory,or preferential

or in any wise in violation of anyprovision of law." A public utility is definedby S.C.

Code Ann. §58-5-10(4) (Supp. 2009) as including "every corporation and person

furnishingor supplying in anymannerheat (otherthan by meansof electricity), water,

seweragecollection, seweragedisposaland streetrailway service,or anyof them,to the

public, or any portion thereof, for compensation."Section58-5-290also providesthat

whentheCommissiondeterminesthata utility's ratesareunlawful, theCommissionshall

determineandfix by orderthe "just andreasonable"ratesto be thereafterchargedby the

publicutility. TheCommissionfinds andconcludesin this proceedingthattheCompany

is apublicutility undertheprovisionsof S.C.CodeAnn. §58-5-10(4)(Supp.2009).
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IV. RATEMAKING METHODOLOGY

Under the guidelines established in the decisions of Bluefield Water Works and

Improving Co. v. Public Service Commission of West Virginia, 262 U.S. 679 (1923),

and Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591 (1944), this

Commission does not ensure through regulation that a utility will produce net revenues.

As the United States Supreme Court noted in Hope Natural Gas, the utility "has no

constitutional rights to profits such as are realized or anticipated in highly profitable

enterprises or speculative ventures." However, employing fair and enlightened

judgment and giving consideration to all relevant facts, the Commission should establish

rates which will produce revenues "sufficient to assure confidence in the financial

soundness of the utility and . . . that are adequate under efficient and economical

management, to maintain and support its credit and enable it to raise the money

necessary for the proper discharge of its public duties." Bluefield, 262 U.S. at 692-693.

Neither §58-5-290 nor any other statute prescribes a particular method to be

utilized by the Commission to determine the lawfulness of the rates of a public utility.

For ratemaking purposes, this Commission examines the relationships between expenses,

revenues, and investment in a historic test period because such examination provides a

constant and reliable factor upon which calculations can be made to formulate the basis

for determining just and reasonable rates. This method was recognized and approved by

the Supreme Court for ratemaking purposes involving telephone companies in So. Bell

Tel. & Tel. Co. v. Pub. Serv. Comm'n of S.C., 270 S.C. 590, 244 S.E.2d 278 (1978).
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The historic test period generallyutilized is the most recent twelve-monthperiod for

which reasonablycompletefinancial datais availableandis referredto asthe "testyear"

period. In this proceeding,the Commissionconcludesthat the appropriatetest year

periodis thetwelve monthperiodendingDecember31,2008. Thetest yearis contained

in theApplication of UUCI aswell asthetestimonyandexhibitsof theparties' witnesses

in this case.

The establishmentof a test year is a fundamentalprinciple of the ratemaking

process.Heater of Seabrook v. Pub. Serv. Comm'n of S.C., 324 S.C. 56, 478 S.E. 2d 826

(1996). The establishment of a test year is used to calculate what a utility's expenses and

revenues are for the purposes of determining the reasonableness of a rate. The test year is

established to provide a basis for making the most accurate forecast of the utility's rate

base, revenues, and expenses in the near future when the prescribed rates are in effect.

Porter v. Pub. Serv. Comm'n of S.C., 328 S.C. 222, 493 S.E.2d 92 (1997). It also

provides the Commission with a basis for estimating future revenue requirements.

This Commission allows certain accounting and pro forma adjustments to be

made to the actual test year figures. Adjustments are made for: (1) items occurring in the

test year that are not subject to recur in the future; (2) items of an extraordinary nature

whose effects must be annualized or normalized to reflect properly their impact; and (3)

other items which should be included or excluded for ratemaking purposes. Adjustments

are also made for "known and measurable changes" in expenses, revenues and

investments occurring after the test year. So. Bell Tel. & Tel. Co., 270 S.C. at 602, 244

S.E.2d at 284.
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In order to establishjust and reasonableratesthe Commissionmust be ableto

properlydeterminethe revenuerequirementsof the Company. The three fundamental

criteriaof a soundratestructurehavebeencharacterizedasfollows:

...(a)the revenue-requirementor financialneedobjective,whichtakesthe
form of a fair returnstandardwith respectto privateutility companies;(b)
the fair-costapportionmentobjectivewhich invokestheprinciple that the
burdenof meetingtotal revenuerequirementsmust be distributed fairly
among the beneficiariesof the service; and (c) the optimum-useor
consumerrationing objective, under which the rates are designedto
discouragethe wastefuluseof public utility serviceswhile promotingall
use that is economicallyjustified in view of the relationshipsbetween
costsincurredandbenefitsreceived.

Bonbright,Principles of Public Utility Rates (1961), p. 292.

In considering UUCI's Application, the Commission must consider competing

interests - the interests of the customers of the system to receive quality service and a

quality product at a fair rate as well as the interest of the Company to have the

opportunity to earn a fair rate of return. The Commission must give due consideration to

UUCI's total revenue requirements, if determinable, comprised of both the opportunity to

earn a fair return on equity as well as recover allowable operating costs. To accomplish

this, the Commission must review evidence admitted into the record regarding the

operating revenues and operating expenses of UUCI, in order to establish adequate and

reasonable levels of revenues and expenses for the Company.

V. DISCUSSION OF THE EVIDENCE RECEIVED

A. Unbiiled Sewer and Water Revenue

During the local public hearing in Piedmont, South Carolina and at the hearing

held at the Commission's hearing room in Columbia, South Carolina, testimony was
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received that the Companyhas unbilled sewer revenue. (Tr. 2 at 167-169). One

customerstatedthat shehadneighborswho did not receiveasewerbill for two years. Id___.

Mr. Mettstestifiedat thehearingbeforetheCommissiononMarch23,2010,thatheand

two others approachedthe residentsof Stonecreeksubdivision to sign a petition for

SpartanburgWaterto provideservice. (Tr. 5 at 314-315;326-327;330-331). He found

neighborswho had not beenbilled for sewerservicefor three years. (Tr. 5 at 326).

Initially he testified that this occurredin December2007, but then recalled that he

surveyedhis neighborsin December2008. (Tr. 5 at 354). Mr. Davis testified that he

joined Mr. Metts in the canvassingof the neighborhoods,and that there were other

individualsreceivingservicewho werenot billed. (Tr. 5 at 341-342).

CompanywitnessStevenLubertozzitestified that the Companyhadcompleteda

surveyin responseto the testimonyof Mr. Metts and Mr. Davis. (Tr. 6 at 758). Mr.

Lubertozzi explainedthe resultsof the vacancysurveyof the subdivisionsStonecreek,

River Forest,andCanterbury,all within its serviceterritory. For Stonecreek,out of 231

premises,44 residentswerereceivingservicebut werenot billed. For River Forest,out

of 82premises,4 werereceivingservicebut werenot billed. For Canterbury,out of 151

premises,3 werereceivingservicebut werenot billed. As aresultof that surveyof three

subdivisions,theCompanyfound 51customersout of a total464 billablecustomerswho

werereceivingsewerservicewithout beingbilled, which is roughly 11%. (Tr. 6 at 760-

762). He testified that surveysof the entireUUCI systemwerebeingplannedor begun,
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but that they had not yet been completed. 3 (Tr. 6 at 774). Company witness Sasic later

testified that the Company last conducted a survey approximately nine (9) months before

to identify customers who are not being billed. (Tr. 6 at 854). She also testified that,

going forward, the Company would conduct a vacancy survey every month. (Tr. 6 at

854).

The testimony of the public and Company witnesses calls into question the

frequency and accuracy of the Company's vacancy surveys. However, we do agree with

Ms. Sasic that such surveys should be conducted every month in each subdivision.

In its Application, the Company sought an increase in sewer revenues of

$399,938. (Exhibit B, Page 4). However, based on the information from the recent

vacancy survey conducted by the Company on the three subdivisions, if roughly 11% of

the Company's 1,707 service units for sewer are not being billed, it would equate to

roughly $86,952 in annual sewer revenue. ORS witness Stutz testified that using ORS

adjustments 4 and Dr. Carlisle's recommended ROE of 10.06% resulted in a combined

3 ,,Q: Following on the line of testimony regarding the surveys on the unbilled revenue, have you
performed any surveys of other subdivisions?

A: No, 1 have not. 1believe that some of those are in the works, currently. They may have started, you
know, a couple of weeks ago, and some of the other ones have started, but they're not complete to the fact
where the three where we had testimony at the night hearings about this problem came up, those were the
three that were focused on.

Q And then, of course, Stone Creek from, I guess, yesterday?

A Correct.

Q: Is it your plan to ultimately do a survey of all your --I guess, all your systems?

A: Yes. ! mean, we would obviously, starting with UUC, we would survey all of the homes out there for
vacant premises where customers potentially would be taking service." (Tr. 6 at 773-774).

4 With the exception of two adjustments involving uncollectibles and rate case expenses, UUCI witness
Georgiev agreed with ORS's adjustments.
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revenue increase of $235,299. (Tr. 6 at 958-959). Unbilled revenue of approximately

$86,952 out of a combined revenue increase of $235,299 is material to this case.

Additionally, Mr. Morgan testified that ORS made adjustments to reflect 299

current service connections associated with the NGU campus. (Exhibit WJM-4, Hearing

Exhibit 37). Mr. Haas testified that NGU does not inform UUCI when additional

facilities at its campus are connected to the collection lines at NGU. (Haas Rebuttal,

Page 3; Tr. 5 at 453). Currently UUCI is billing NGU 249 Single Family Equivalents

("SFEs"). 5 Nonetheless when asked as to whether an on-site survey had been completed

after Mr. Morgan's direct prefiled testimony was filed on March 8, 2010, Mr. Haas

responded "no." (Tr. 5 at 521). He acknowledged that ORS's approach is technically

correct and that the Company sought to include a modification to its tariff to reference

DHEC Regulation 61-67, Appendix A. Specifically, the proposed tariff language is as

follows:

A Single Family Equivalent (SFE) shall be determined by

using the South Carolina Department of [Health and]

Environmental Control Guidelines for Unit Contributory

Loadings for Domestic Wastewater Facilities 25 S.C. Code

Ann. Regs. 61-67 Appendix A (Supp. 2005), as may be

amended from time to time. Where applicable, such

guidelines shall be used for determination of the

appropriate monthly service and tap fee.

App. Ex. A, Page 7.

Mr. Morgan explained that using the DHEC wastewater loading guidelines is

appropriate to arrive at a capacity demand from these facilities and a determination of the

appropriate number of SFEs. If the number of SFEs is too low, the result is that other

5 SFEs are a method of determining capacity demand for billing purposes.
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ratepayerssubsidizethe system. Mr. Haasarguedthat a finite numberof NGU students

canoccupyanduseone facility at a time.6(HaasRebuttal,Pages4-5; Tr.5 at 454-455).

However,whereacampusis openandnotclosed,as is thecasehere,facilities maybe in

useby personsotherthanstudentswhich is why it is appropriateandnondiscriminatory

to establishthepropernumberof SFEsbaseduponcapacitydemand.(Tr. 6 at 999).

Dr. Epting,Presidentof NGU, testifiedthatNGU madea commitmentto UUCI to

let the Companyknow if another facility was added to the campus. (Dr. Epting

Surrebuttal,Page1; Tr. 6 at 886). He also testified that the proposedincreaseto NGU

wouldbedetrimentalto theoperationsof theuniversity. (Tr. 6at 878).

Given the testimonyof the Company,Mr. Morgan on behalf of ORS,and the

publicwitnesses,in particular,Mr. Metts,we find thattheCompanyhasfailedto identify

andbill customerswho areusingsewerandcollectionservices.Wenotethat the issueof

unbilledsewerrevenueswas first raisedat thePiedmontnight hearingheldon February

25,2010. Mr. Mettstestifiedat thehearingheldatourofficesonMarch23,2010,raising

the same issue. On March 24, 2010, the Company, through the testimonyof Mr.

Lubertozzi,providedthe resultsof the surveyof threesubdivisions. (Tr. 6 at 760-762).

The Companyprovides sewer and collection servicesto a total of 12 subdivisions.

(ApplicationExhibit C, Page2 of 2).

The Commission has no means of determining the appropriate revenue

requirementfor sewerservicesbecauseit is unknownwhetherthe billing determinants

includethosecustomerswho are receivingservicebut are not being billed. We asked

6WealsonotethattheCompany'sproposedtariffstatesthataSFEshallbedeterminedusingtheDHEC
guidelines.
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Mr. Lubertozzi whether the revenuefigures provided by the Companyincluded the

billing determinantsfor thoseunbilledcustomers.(Tr. 6 at 788). Mr. Lubertozzireplied

that abill could have been sent to the address for the former occupant. (Tr. 6 at 788). Ifa

bill had been sent, then UUCI would have booked and accrued the revenue even though it

was not collected. (Tr. 6 at 817). Commissioner Wright inquired of Company witness

Haas as to whether the unbilled sewer revenue would have an impact on the Company's

decision to come in for a rate case:

If you're coming in for a rate increase because revenues are being

squeezed for some reason, and you're not collecting what's out there, don't

you think there's a real potential issue there, why there's concern about

how much -- you know, how many people are out there, how much

money's on the table out here that's not being collected?

(Tr. 5 at 563).

Haas responded that he understood why this would be an issue, but contended that

the Company suffers for its failure to bill sewer revenue and not its customers. We

disagree where, as is the case here, the Company has not been able to demonstrate that

the billing determinants include those vacant homes that in actuality are occupied by

customers using the system. Commissioner Wright went on to question Witness Haas as

to whether the amount actually collected would have an impact on determining the future

revenue requirement and therefore affect the level of rates necessary to generate that

future revenue requirement.

...you're approved for a certain revenue requirement, a total number of

dollars to make...so you are basing your coming in for a rate case on that

number, not on what you're actually collecting.

(Tr. 5 at 565-566). The witness could not answer the question. (Tr. 5 at 566.)
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Further, underquestioningby ChairmanFleming, CompanywitnessLubertozzi

admitted that not every home marked as vacant, but with occupancy,necessarily

constituteda billing determinantincludedin thetestyear. Theexchangewasasfollows:

Q: So,everyoneof thosehomesthataremarkedasvacantbut
haveoccupancyarereceivingabill of somekind?

A: I couldn't say every one. That was just an exampleof
wherethebilling determinantscouldhavebeenincludedin thetestyear.

(Vol. 6at 788).

Becausewe do not know whether the revenue requirement sought by the

Company includes the billing determinantsfor thosepremiseswhere a customeris

receivingservicebut not billed, wecannotdeterminethe futurerevenuerequirementand

in turn,cannotsetajust andreasonableratefor sewerservice.

We alsonotethat the Companywaswilling to acceptORS's revenueimputation

of 299 SFEsfor NGU, if orderedby this Commission,but wasnot willing to conducta

surveyof NGU to determinetheappropriatenumberof SFEsthat shouldbebilled, even

while acknowledgingthat NGU hadin the past failed to apprisethe Companyof added

facilities. (Tr. 5 at 453-455). It is the responsibilityof the Companyto determinethe

propernumberof SFEs.

This Commissioncannotproperlydeterminethe future revenuerequirementsfor

sewer operations,and, therefore must deny the requestedrate increaseas to sewer

operations.

Unfortunately,the appropriaterevenuerequirementfor water servicesis also in

doubt. Witnessesliving in the Trollingwood subdivisionin Pelzertestified to billing

irregularities. One customerwho utilizes both waterand wastewaterservicesprovided
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by the Company,RuthWyatt, testifiedanddocumentedthat shewasbilled thirteen(13)

timesin 2008(which is thetestyearin this case),andthatthe watergallonagebilled was

inconsistentwith actualusage.7Shewastold by theCompanythathermeterhadnotbeen

readbetweenMay andAugustof that year. (Tr. 1 at 29-35). Another customer,Elaine

Odom,had normalwatermeterreadingsfor two months,andthenanexcessivereading

for a third month,againall in 2008. (Tr. 1 at 80-81). The evidencesuggeststhat the

Companyis not reading water metersregularly, and, therefore,is not conductingthe

properassessmentof its watersystemto determinewhetherall watercustomersarebeing

billed or billed correctly. Clearly, waterbilling by the Companyis also irregular,and

leads us to conclude that, in addition to being unable to determine future revenue

requirementsfor sewer operations,we are also unable to determine future revenue

requirementsfor water operations. Accordingly, we cannot determine the revenue

requirementfor theentireCompany,andmustthereforedenytherequestedrateincrease.

Clearly, therearecontinuingproblemswith the Company'sbilling system. We

hold andorderthatthe Companyshall investigateits customerbilling proceduresin both

the waterand wastewaterareas,and shall take whateverstepsare necessaryto bill its

customerson time and for properusage. We trust that the Companywill makeevery

effort to put its billing proceduresin orderprior to submittingfuturerateapplications.

B. Prorated Billing

It became clear during the hearing that the Company had issued prorated bills

where the monthly billing was not within a window of 27 to 33 days. (Tr. 6 at 833-834).

7 Wyatt's bill was entered into evidence as Hearing Exhibit No. 1.
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The Company's tariffs provide a monthly rate for water and sewer service. If the

monthly bill is more than 33 days, however, the Company's billing system prorated the

bill resulting in an overcharge to the customer. Company witness Sasic testified that on

the next month's billing, the prorated charges should be reversed. (Tr. 6 at 834-835).

However, Hearing Exhibit 33 shows twelve months' billing for Mr. Davis and that the

Company did not reverse the prorated charges. (Tr. 6 at 836).

We find that the Company is not authorized to keep the prorated charges that

exceed the monthly Commission approved rate for service and require the Company to

refund those prorated amounts billed in 2008, 2009, and 2010 to the extent such charges

were billed. 8

C. Notification Fee

Commission Regulation 103-535.1 provides that the utility must give thirty days

written notice to the customer, by certified mail with copies forwarded to DHEC and

ORS, before any sewerage service may be discontinued. The Company's current rate

schedule provides that the Company may impose a fee of $4.00 to defray the clerical and

mailing costs of such notices to the customers creating the cost. The Company argues

that it has been authorized to impose this fee since at least 1983, and has not increased the

current fee of $4.00 since 1987. The Company seeks to increase the notification fee to

$24.00 because of the increase in postal rates. Mr. Williams testified that the cost of

certified mail has increased from $1.67 ($0.22 postage + $0.75 certified mail fee + $0.70

return receipt fee) to $5.54 ($0.44 postage + $2.80 certified mail fee + $2.30 return

8 The Company submitted late-filed Hearing Exhibit No. 34, Part 2 and indicated that credits either were
issued or will be issued to customers who were overcharged.
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receipt fee) since 1987. Additionally, he states that the Company's administrative costs

to process and provide this required notice is $18. (Williams Direct Testimony, Page 7;

Tr. 6 at 678).

ORS objected to the proposed $24.00 rate and instead proposed $6.00. ORS notes

that the fee imposed by the U.S. Postal Service for Certified/Return Receipt mailings

increased from $3.74 in 2001 to $5.54 in 2009. Any increased cost associated with

administrative/clerical time incurred by UUCI to provide the required notices is already

included in the cost of administrative/clerical time in its expenses under general expenses

for salary and wages. Therefore, ORS recommended that the notification fee be $6.00 for

each of the required certified mailings and not $24.00. (Morgan Direct Testimony, Page

11 ; Tr. 6 at 695). UUCI argued that to do so would in effect require other customers to

subsidize the costs associated with sending out the notification and noted that another

utility, Palmetto Utilities, Inc., has an approved rate of $25.00. (Tr. 6 at 696; 706-707).

ORS witness Morgan testified that ORS is concerned UUCI is attempting to

recover the same administrative and clerical costs twice with the increase in the customer

notification fee. He noted that Mr. Williams did not demonstrate in his rebuttal testimony

that the administrative and clerical costs associated with sending customer notices are

above and beyond the administrative and clerical costs included in its rate increase

request or that additional employees are needed or will be hired by UUCI to perform this

function. (Morgan Surrebuttal Testimony, Page 6; Tr. 6 at 986).
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We approvethe rate of $6.00asa notification fee per notification letter that the

Companyis required to make in compliancewith CommissionRegulation103-535.1.

The$18.00administrativecostis unsubstantiatedandappearsinordinatelyhigh.

D. Modifications to Certain Terms and Conditions of Water and Sewer

Service Tariffs

The Company proposed several modifications to the terms and conditions of its

water and sewer service tariffs. The first modification is to the rate schedule provisions

pertaining to service provided to rental units and is set out at page one (1) of the water

schedule and page four (4) of the sewer schedule. The Legislature has enacted statutory

provisions restricting the ability of any utility - whether governmental or investor owned

- to require a landlord in a building with three or fewer rental units and served by a single

meter or connection to be financially responsible for utility service provided to a tenant

that is the utility's customer. The proposed modification is intended to bring the

Company's rate schedule in line with the current law and to reflect that, where rental

premises with single connections or meters have three or fewer tenants, the Company will

not enter into customer relationships with tenants. No party objected to the proposed

modification. We approve the proposed language modification.

The second proposed modification is to the water rate schedule and consists of a

new section six (6) beginning on page two (2). Regulations promulgated by DHEC under

the State Safe Drinking Water Act require the elimination of cross-connections to public

water systems which have the potential for contaminating safe drinking water. Typically,

a cross-connection consists of a separate water irrigation line, which may or may not be
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metered. The DHEC regulationsprohibit any personfrom installing, permittingto be

installed, or maintaining a cross-connection,unless there is an approvedbackflow

preventiondevice installedbetweenthe public water systemandthe potential sourceof

contamination. DHEC regulations further require that certain backflow prevention

devicesbe inspectedannually by a DHEC certified tester. The modification to the

Company'sratescheduleprovidesnotice to customersthat any cross-connectionsmust

have an approvedbackflow preventiondevice, that customersare responsiblefor the

annualinspection,andthat customersmustprovideto theCompanythereport andresults

of inspectionno later than June 30 th annually. In the event that a customer does not

comply with the requirement to perform annual inspections, after 30 days' written notice,

the Company may disconnect water service.

ORS does not oppose the proposed language modification requiring water

customers to conduct cross-connection testing pursuant to 24A S.C. Code Ann. Regs. 61-

58.7.F (8). However, ORS witness Willie Morgan testified that this non-opposition is

predicated upon the condition that the Company be required to provide customers a 30-

day advance written notice of the recurring annual date by which the customers must

have their backflow prevention device tested by a licensed, certified tester. Furthermore,

the Company should be required to include a reference to the DHEC website and the

Company's phone number on the notice to respond to customer inquiries. The Company

objected to ORS's position that advance written notice to customers be provided.

However, we approve the language modification subject to the conditions proposed by

ORS. We find that the Company should provide customers a 30-day advance written
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notice of the recurringannual dateby which the customermust have their backflow

preventiondevicetestedby a licensed,certifiedtester,alongwith the Company'scontact

information.

Thethird modificationis to specifythat, for thepurposesof determiningtapfees

andthe appropriatemonthly servicefee, the Companywill follow the pertinentDHEC

regulationsrelating to SFEs. By following theseguidelines,the Companyis able to

provideuniformity in thecalculationof its charges.Additionally, the Companyproposes

to includelanguagepertainingto the termsandconditionsfor extensionsof its facilities

for service. This languageclarifies that potential customerswho arewilling to pay all

costsassociatedwith interconnectingwith the Companyand agreeto receiveservicein

accordancewith the applicableguidelines and standardsshall not be denied service

unlesssufficient capacity is not available on the Company'ssystem or unlesssuch

serviceis restrictedby DHEC or othergovernmentalentity. Additionally, this language

clarifies that the Companyis not obligatedto constructadditionalcapacitywhich would

berequiredto servea customerin theabsenceof anagreementfor the paymentof costs.

No party objectedto the proposedlanguagemodification. We approvethe proposed

languagemodification to specify that the Company will follow pertinent DHEC

regulationsrelatingto SFEsfor determiningtheappropriatemonthly serviceandtapfee.

The Companysubmittedproposedlanguageregardingelectronicbilling. Mr.

Williams testified that electronicbilling will providecustomerswith additionalbilling

optionswhich will allow for electronicbilling andpayment.Electronicbilling wouldnot

be required of all customers,but would only be provided as a serviceif a customer



DOCKETNO. 2009-479-WS-ORDER NO.2010-375
MAY 17,2010
PAGE24

choosesandwhenit is within thecapabilityof the Company.Mr. Williams testifiedthat

the customerswould appreciatethe opportunityto receiveand pay their bills onlineand

that they would benefit from the easeand convenienceof maintaining their utility

accountonline. ORS witnessWillie Morgantestified that ORS is not opposedto the

proposedaddition of languageoffering anelectronicbill to the customer. ORS's non-

opposition is predicatedupon the condition that the Companybe required to provide

customersa monthly electronicnoticevia emailof the bill statementavailabilityandthe

webaddressof its location. We approvetheproposedlanguagemodificationto allow the

Companyto offer its customerselectronicbilling, but requiretheCompanyto provideits

customersa monthly electronicnoticevia emailof the bill statementavailabilityandthe

webaddressof its location. We notetheCompanydid not objectto this requirement.

E. Water Quality Concerns

At the local public hearing held in Simpsonville, South Carolina on February 23,

2010, several customers in the Trollingwood subdivision complained about water quality.

Ms. Conover, Ms. Wyatt, and Ms. Odom, among others, testified that the water is not

clear and in some cases has left a residue and ruined fixtures. (Tr. 1 at 14, 26-28, 29-33,

80-81). One customer, Mr. Stamoulis, testified that he had installed a reverse osmosis

system (a reverse osmosis system is a filtering system attached to the home) and as a

result did not experience the same problems described by his neighbors in the public

hearing. (Yr. 1 at 60-62).

ORS Witness Willie Morgan testified that UUCI provides adequate water supply

services and that safe drinking water standards are being met according to recent DHEC
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sanitarysurveyreports. (MorganDirect Testimony,Page6; Tr. 6 at 969). Mr. Morgan

recommendedthat UUCI increasesystemflushing to at leastonceper month. (Morgan

Direct Testimony, Page7; Tr. 6 at 970). Mr. Haastestified that the Companywill

increaseflushing to once per monthasrecommendedby ORS;however,he statedthat

becausethe groundwaterwhich UUCI pumpsfrom its wells servingthe Trollingwood

subdivisionhas a very high iron content, removal of all iron is not possible (Haas

RebuttalTestimony,Page17;Tr. 5 at 467). Hewenton to statethat while flushingmay

improvecolor, it will not eliminatetheproblem. Id. TheCompanyalsoassertsthatit has

investedin severalimprovementsto the Trollingwood watersystem,includingupgrades

to its filter system.(HaasRebuttalTestimony,Page17;Tr. 5at 467).

Eventhoughit is apparentthat flushingalonemay improvebut not eliminatethe

problemof the iron contentin the waterin Trollingwood, it appearsthat theCompanyis

at leastrecognizingthat aestheticsof waterare importantto customers. In addition to

upgradingthe filter system,UUCI is volunteeringto increaseflushingof the lines in that

subdivisionto oncepermonth. This responseis a reasonableproposal,and showsthat

the Companyis attemptingto addressthe problem. We adopt the proposaland look

forward to reviewing the Company'sprogressin the areaof water aestheticsin future

cases,recognizingthatthe aestheticqualityof thewaterimpactscustomerservice.

VI. FINDINGS OF FACT AND CONCLUSIONS OF LAW

After thoroughconsiderationof theentire recordin theUUCI hearing,including

the testimony and all exhibits, and the applicable law, the Commissionmakes the

following findingsof fact andconclusionsof law:



DOCKET NO. 2009-479-WS-ORDER NO. 2010-375
MAY 17,2010
PAGE26

1. UUCI is a corporationorganizedandexistingunderthe laws of the State

of SouthCarolinaandauthorizedto dobusinessin the Stateof SouthCarolina.

2. UUCI is apublic utility asdefinedby S.C.CodeAnn. §58-5-10(4)(Supp.

2009),providing waterand sewerserviceto thepublic for compensationin certainareas

of SouthCarolinaandis subjectto thejurisdiction of theCommission.

3. By statute,the Commissionis vestedwith jurisdiction to superviseand

regulatethe ratesandserviceof everypublic utility in this State,togetherwith theduty,

after hearing, to ascertainand fix suchjust and reasonablestandards,classifications,

regulations,practicesand measurementsof serviceto be furnished,imposed,observed

andfollowed by everypublicutility in this State.S.C.CodeAnn. §58-5-210(1976).

4. UUCI's currentratesandchargesfor bothwaterandsewerwereapproved

by theCommissionin DocketNo. 2000-210-W/Sin OrderNo. 2004-254,datedMay 19,

2004.

5. The appropriatetest yearperiod for purposesof this proceedingis the

twelve-monthperiodendingDecember31,2008. No partycontestedthe useof this test

yearasproposedby UUCI in its application.

6. In accordancewith the Applicationfiled in this case,theCommissionwill

use the rate of return on rate basemethodologyin determiningthe reasonablenessof

UUCI's proposed rates. The Public Service Commission has wide latitude in

determiningan appropriaterate-settingmethodology. Heater of Seabrook, 324 S.C. at

64, 478 S.E.2d at 830. No party has raised any objection to the use of the return on rate

base methodology in this proceeding.
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7. By its application,UUCI requestedan increasein ratesandchargesfor its

combined operationsto produce net operating income of $431,016 (Exhibit B to

Application), of which, $37,109 is for water operationsand $393,907is for sewer

operations. By the useof accountingand pro forma adjustments,ORS computedNet

Incomefor Returnof the requestedincreaseto be$389,941(total operatingrevenuesof

$1,327,930lessoperatingexpensesof $940,796andaddingcustomergrowth of $2,807).

Both UUCI andORScalculationsof theamountof the proposedincreasewerebasedon

the ProposedScheduleof Ratesand Chargescontainedin Exhibit A to the Company's

Application.

8. Basedon the testimony of CompanywitnessesLubertozzi, Haas and

Sasic,ORS witnessMr. Morgan,andthepublic witnesses,the Commissionis unableto

determinea revenuerequirementfor seweror for wateroperations. Without a revenue

requirement, the Commission cannot establish just and reasonablerates for the

Company'soperations;therefore,theCommissiongrantsno increase.

9. Therearecontinuingproblemswith the Company'sbilling system. The

Company shall investigate its customer billing proceduresin both the water and

wastewaterareasandtakewhateverstepsarenecessaryto bill its customerson time and

for properusage.

10. The appropriaterateof returnon equity, rateof returnon rate base,and

operatingmargin for UUCI are 10%, 9.31%,and 8.34%, respectively,as decreedin

OrderNo. 2004-254,datedMay 19,2004.
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11. We direct the Company to refund those prorated chargesbilled to

customersin 2008, 2009, and 2010, where the Company collected more than the

Commissionapprovedmonthly servicerates. The Companyshall file a report within

sixty (60) days of the date of this Order with the Commissionand a copy to ORS

detailingthecreditsor refundsthatwereissuedto customers.

12. This Commission required UUCI to keep its books and records in

accordancewith theNARUC Uniform Systemof Accountsin OrderNo. 2002-214. The

Companyrecently convertedits books and recordsto a new accountingsystem. Ms.

Stutz testified that the Companyis not maintainingits booksand recordsin accordance

with theNARUC Uniform Systemof Accounts. (StutzDirectand Surrebuttal,Pages12

and 2; Tr. 6 at 947 and 952). The Company is directed to make any necessary

adjustmentsto its accountingsystemto conform to the NARUC Uniform Systemof

Accounts.If ORSandthe Companydisagreeonwhetherthe Companyis conformingits

accountingsystemto the NARUC Uniform Systemof Accounts,the two parties shall

attempt to resolve their differences.ORS is requestedto investigatethe Company's

complianceregarding the NARUC Uniform Systemof Accounts and report to this

Commissionwith the resultsof the investigationwithin 120 daysof the date of the

issuanceof this Order.

13. Section 58-5-720(Supp. 2009) requires that UUCI maintain bondsfor

waterandwastewateroperations.ORSWitnessMorgantestifiedthatthe faceamountof

UUCI's bond should be $100,000for water operationsand $350,000for wastewater
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operations. We find that UUCI's bondshouldbe in the amountof $100,000for water

operationsandin theamountof $350,000for wastewateroperations.

14. We adoptcertainmodificationsto the termsand conditionsof waterand

wastewaterservice. We accept the Company'sproposedlanguageregardingservice

providedto rentalunits; we accepttheCompany'sproposedlanguagethat it will follow

pertinentDHEC regulationsrelating to SFEs;and we acceptthe Company'sproposed

languageas modified by ORS regardingcross-connections,however, with 30 days

advancenotice prior to the date for testing of the backflow preventiondevices, as

proposedby ORS;andweacceptthe Company'sproposedlanguageregardingelectronic

billing with ORS's condition that the Companyprovidecustomersa monthly electronic

noticevia emailof thebill statementavailabilityandthewebaddressof its location.

15. We find that a notification feeof $6.00is reasonabledueto theincreased

costof postage.

IT ISTHEREFOREORDEREDTHAT:

1. UUCI is not entitledto rate relief for its seweror wateroperations. As

such, the Companyshall continueto have an opportunity to earn a rate of return on

equity, rate of return on rate base,and operatingmargin of 10%,9.31%,and 8.34%,

respectively,as decreedin Order No. 2004-254,dated May 19, 2004, and shall be

entitledto continueto chargesuchratesasapprovedtherein.

2. The Companyshall investigateits customerbilling proceduresin both the

waterand wastewaterareasand takewhateverstepsarenecessaryto bill its customers

on time andfor properusage.
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3. There is no increaseto rates; however, the notification fee may be

increasedto $6.00pernotice.

4. TheCompanyshallcontinueto maintaincurrentperformancebondsin the

amounts of $100,000 for water operationsand $350,000 for wastewateroperations

pursuantto S.C.CodeAnn. § 58-5-720(Supp.2009).

5. The Company'sbooks and recordsshall be maintainedaccordingto the

NARUC Uniform Systemof Accounts. The Companyis directedto makeanynecessary

adjustmentsto its accountingsystemto conform to the NARUC Uniform Systemof

Accounts.If ORSandtheCompanydisagreeon whetherthe Companyis conformingits

accountingsystemto the NARUC Uniform Systemof Accounts,the two partiesshall

attempt to resolve their differences.ORS is requestedto investigatethe Company's

compliancein this areaand report its findings to this Commissionwithin one hundred

twenty(120)daysof thedateof this Order.

6. The Companyshall refund thoseproratedchargesbilled to customersin

20082009,and2010,wheretheCompanycollectedmorethanthe Commissionapproved

monthly servicerates. The Companyshall file areportwith the Commissionanda copy

to ORSdetailingthe creditsor refundsissuedto customerswithin sixty (60) daysof the

dateof this Order.
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7. This Ordershall remain in full force andeffect until further Orderof the

Commission.

BY ORDEROFTHE COMMISSION:

Elizabet_h"_Fleming,Chairman_

ATTEST:

Joh_E.Howard,Vice Chairman

(SEAL)


